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From the beginning of the 1990s, China has gradually taken the place of the US 
as the world’s largest exporter of rare earth, and since then, it has supplied more than 
90% of the world consumption. As the “Industrial Vitamins”, rare earth is very 
essential industrial raw materials, also, it is the only bulk stock that China could 
export enormously. With the blowout of the rare earth export, a series of problems， 
such as cheap rare earth sale, illegal mining, smuggling, environmental destruction, 
etc. Since environmental impact of rare earth production has attracted more and more 
public attention, this paper focuses on the internalization of environmental cost and 
internalization transmission mechanism of China rare earth export. After that, this 
paper measures the influence of the internalization to trade, tries to answer questions 
like “The influence of the environmental cost internalization to China export” and 
“The change of trade effect under different environmental regulation intensity”. 
First of all, the paper conducts the researches of the interaction effects of the 
environment and trade, summarize the previous studies and use “Negative effect of 
trade” and “Life Cycle Assessment” (LCA) as basic theoretical framework. Then, the 
paper introduces situation of China rare earth production and trade in 21st century 
(2000-2014) and points out the key problem of China rare earth exportation is the 
underestimation of the price, and the reason of underestimation is that price of rare 
earth did not reflect its environmental cost and disorderly competition. Thirdly, using 
the basic model of supply and demand to illustrate transmission mechanism of 
environmental cost internalization, the paper gets result of model and 3 key 
parameters，and there is a negative correlation between the ratio of environmental cost 
and demand elasticity. Rare earth environmental cost is calculated by the combination 
of market value method and LCA method, while price elasticity of demand are 
measured through trade data of 10 major countries that China exports rare earth in 
2000-2014. After that, the paper applies estimated parameters to evaluate influence of 
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is higher price, less quantity. Above all, this dissertation draws the conclusions and 
puts some policy suggestions: strengthening the management of rare earth 
mining, promoting reform of resource tax and environmental tax continuously, 
improving technology of purification and establishing the rare earth financial 
market.  
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